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The Myth of Runaway Health Spending

The growth rate of national health expenditures has been declining for a decade, driven by better medical
care and consumer choice.

ByJ.D. KLEINKE

New data show that health spending over the past several years has been normalizing toward the rate of general
inflation, rather than growing higher and higher, as had been the case almost continuously since the 1970s. This
moderation in the growth rate of spending predates the national recession. And it puts the lie to the claim that
we need government to put the brakes on an "out-of-control" health-care system.

As the graph nearby shows, the growth rate of national health expenditures, according to data compiled by the
Centers for Medicare and Medicaid Services, has been moderating since 2002.

The moderation has been driven by cumulative improvements in medical care and by insurers, and by
marketplace disciplines on the demand for medical care. Consumers are finally getting more involved in
managing and paying for their own care.

Contrary to the perennial doomsaying, the health-care system
is—almost in spite of itself—getting better. A generation of
breakthrough drugs for chronic disease, mental illness, HIV
and cancer were developed in the 1980s and '9os at great cost.
Dozens of these drugs—like Zocor for heart disease or Zyprexa
for schizophrenia—are now widely available, many in generic
form. There are now countless electronic ways of telling
patients about them. And health insurers are driven by their
own evolving market disciplines to make sure patients start
taking them and keep taking them in the cheapest available
versions.
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Combine all these new medicines, information channels and business compulsions with the slow, steady
transfer of economic responsibility for health care—from corporate and government bureaucrats to consumers
and their families—and suddenly health-care starts to look almost like an actual market.

Much of this change got off the ground around 2001 as managed care (i.e., the hated "HMOs") gave way to a
renewed era of unlimited consumer choice and access—for a price. Those with insurance were suddenly free
again to choose whatever health care they wanted, but this time with their own money. Higher deductibles, new
co-payments, Health Savings Accounts, "tiered" drug plans—these were all rolling out between 2000 and
2004, the same years that health-care inflation was starting to cool.

Suddenly, a $5 generic drug might work just as well as a $50 branded one. People concluded that going "out of
network" for an extra $100 out of their own pocket might not be worth it. It turned out that a nurse
practitioner in an urgent care clinic can spot an ear infection for $30 a whole lot faster than an emergency-
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room physician can for $1,000. There were many new drugs available, many others going generic and some,
such as Tagamet for ulcers and Claritin for allergies, even going over the counter.

These developments were augmented by other disciplinin
Bye-Bye Health veop Seans Ve ——
: : forces, like the nonprofit National Committee for Quality
ssurance, which measures and reports to employers an
Cost 'Crisis A hich d 1 d
Annual percentage change in health other buyers of health care on how well insurers' provider
spending, 2000-2010 networks manage chronic disease and practice preventive
medicine.

Because the evolution of the health-care system is not a
controlled experiment, there is no way to determine how much
money has been saved by all those new and better drugs, or by
collective changes in consumer behavior, or by the still
emerging science of disease management and prevention. We
will never know how much higher spending would be today
without the past decade's confluence of better medical
technology and management.

wo 02 ‘04 ‘06 ‘08 ‘10 But we know that this slow, steady moderation in health-care
S ke for Medloms s spending is good news. True, it is not fast enough. But the
Medicaid Services decade-long trendline shows the way toward good policy for
the future. If we really want to tame the health-care cost beast
and make insurance "affordable," we would double down on all

of the positive developments.

We would liberate people with their own money from layer upon layer of arcane, localized insurance rules. We
would fix the tax code to uncouple health insurance from employment and let people purchase their own mix of
services and coverage. And we would let them do so in a competitive, national market just like with auto
insurance—instead of holding them hostage in fragmented, local markets while shaking down their employers
to subsidize a system that wants desperately to change itself.

Mr. Kleinke is a resident fellow of the American Enterprise Institute and former health-care executive.
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